Research objectives and method
As a precursor to this study, the EPRA Research Committee designed a pilot survey with the following objectives: (i) to identify potential organisational issues limiting the exposure of European institutions to listed forms of real estate; (ii) to support the development of some hypotheses that can be properly tested; and (iii) to generally support the design of a comprehensive research study of this issue.
The research was designed, and semi-structured interviews were undertaken, by Alex Moss, Andrew Baum, Fraser Hughes and Karen Sieracki on behalf of the EPRA research committee.
Following on from this pilot study, which was undertaken in Autumn 2012, a further, more extensive study was undertaken in Spring 2013. This increased the number of respondents from 20 to 56, and also took care to distinguish three categories of respondent: investor, asset manager, and investment consultant. The rationale for dividing the respondents in this way was to determine if there was a significant difference in approach and strategy between performance-driven investors and consultants on the one hand and fee or profit-driven asset managers on the other. To this end, different questionnaires were designed for the three different categories (see Appendices 2, 3 and 4).
Limitations
While discussions with over 50 investors, managers, and consultants have been held as part of this study, no attempt has been made to structure the sample of interviewees in such a way as to be fully representative of the entire European market. We cannot suggest that these results are statistically significant, merely indicative and suggestive of hypotheses that could be more formally tested. The use of semi-structured interviews involving a small team of researchers and two survey phases introduces the possibility of some inconsistency across the interviews.
Interviewees
We held interviews with individuals representing 56 organisations. 16 of these were pure investors selfmanaged pension funds, sovereign wealth funds and endowments, not apparently motivated by fees or profit) or consultants, while 40 were asset managers. A list of all the institutions who participated in this survey is provided in Appendix 1. We are grateful to these institutions for their time and participation in this survey.
The questions
We designed separate, but related, questionnaires for investors, managers and consultants. Sample surveys are shown in Appendices 2, 3, and 4. While the questionnaires used were different, the main questions we asked were common to all three groups. These were as follows.
Are listed real estate stocks managed as part of the real estate allocation?
If 
Headline results
For the investors and asset managers we interviewed, we were told simply whether listed real estate stocks are managed as part of the real estate allocation. Consultants were asked whether this was an approach they recommended. Combining all three interviewee types, we found that only eight of 56 interviewees, or 14% of our sample, claimed to have an internally integrated approach to the management of listed and direct/unlisted real estate. It is profoundly disappointing that 86% of our sample has failed to develop or recommend the integration that the performance evidence we summarise in the introduction and background seems to support.
Behind this headline, we find another surprising result. Only a bare majority of interviewees (30 against 26) regard listed real estate as part of their allocations to this asset class. Are listed real estate stocks managed as part of the real estate allocation?
Figure 1: Results
We have broken down the results by respondent type. As can be seen there is a small majority who regard listed real estate as part of the real estate allocation, and this is consistent across the respondent types. However, it should be noted that this preponderance of inclusive mandates may or may not be representative of the European investor universe. 
Detailed findings: those that do use listed real estate
We now look at the responses to the individual questions.
As can be seen in figure 1 , only 22% of those who do regard listed real estate as part of the real estate allocation (14% of total respondents) have developed an integrated solution. The most significant percentage (31%) do, however manage listed securities with a team that is within the real estate group as a whole.
Figure 1: Who manages the listed real estate?
The majority of investors and managers interviewed used a dedicated REIT team sitting outside the real estate group, sharing research only to a limited extent (with one exception, where regular meetings are held with the listed real estate team to share information/advice). One investor/manager suggested that as the allocation grows they may outsource to an external manager. Grand total 8 11 9 6 2 A minority employ a fully integrated solution but only for specific products (a defined contribution pension fund and a retail property fund). In one pension fund interviewed, one person runs the listed and unlisted fund investments.
In one instance of an integrated solution the REIT manager also manages unlisted funds and secondaries. One pension fund currently manages the REIT allocation on an integrated basis, but is likely to change this as the allocation grows.
One influential consultant interviewed believed that real estate stocks should be part of the investor's allocation to real estate, but should be managed either by a dedicated team sitting outside the real estate group or by an external manager, not as part of the general equities allocation but equally not on a fully integrated basis.
Interestingly, none of the respondents explicitly mentioned compliance issues as being a determining factor at this stage, although regulatory constraints did occur as answers to other questions. Consultant n/a n/a Investor 2
Grand total 4 7
For some Dutch pension funds, listed real estate securities are a large part -as much as 50% -of the real estate allocation, for historic reasons. For one, all real estate investments were originally bricks and mortar; listed securities were added 20 years ago, before unlisted funds came along. Up to 50% of the allocation was in listed securities at one point, but performance issues and the growth of the unlisted market led to a severe reduction to the current 5% allocation. For another, the exchange in 1994 of an entire direct portfolio to shares in a single listed company led to a large overweight position, now sold down to create a diversified REIT and property company portfolio currently comprising 50% of real estate assets. This holding is now being reduced. One UK pension fund adopted a more integrated approach to portfolio management under a previous Chief Investment Officer, which meant that property securities were treated as part of the real estate allocation. In this case, a recently agreed strategic review of objectives and constraints re-affirmed this approach.
Some managers specifically suggested that listed securities were added only as the result of specific new product development, defined contribution and retail property funds being the prime examples where daily pricing and/or some liquidity is needed, or in response to a particular client's interest.
Others invested in listed in a quest for further diversification within the sector, as well as for liquidity. One included 20% listed as part of an indirect (largely unlisted) portfolio in response to consultant's advice to a pension fund client to gain liquidity and to exploit pricing anomalies. Another made a specific decision post-2007 to add liquidity to an open-ended fund that had been in difficulties. Another motivation was that REITs offer a means of getting exposure to markets/segments that are difficult to access directly.
A wide variety of reasons given for incorporating listed real estate within the real estate strategy. We list some of the more relevant below. Significantly, 52% of respondents expected their allocation to grow, whilst only 14% of respondents expected their listed real estate allocation to reduce. Asset managers were more bullish than consultants and investors. One manager that uses listed securities believes that the listed sector should not form part of the real estate portfolio in future. All of the others believe that it should, one for liquidity purposes only. Several of the rest believe the allocation will probably stay stable in the future, while another believes it will grow significantly, with the growth of defined contribution schemes being seen as a driver. One investor specifically stated that he would like to develop more integrated products using listed and private real estate together.
Reasons given for managers expecting an increase in the listed real estate allocation within the real estate strategy include the following. A number of interviewees mentioned the volatility of the listed sector as causing them a significant problem. Another said this was more about perception than reality, and this issue required education for users and clients. High correlation with general equities was quoted as an issue for a few investors, expressed more fashionably by one as "the standard issue of real estate beta being different from equity market beta". This could also be expressed as a focus on relative performance objectives and benchmarking by many European investors, especially in the UK and Netherlands, with special attention being paid to year-end valuations of private real estate and their consequent impact on returns, solvency and funding models. When NAV (net asset value) estimates are taken very seriously, REITs cause problems.
There is a perceived problem of comparison with the underlying real estate market. Several mentioned the operational difficulties involved in exploiting the arbitrage opportunities that should exist between public and private real estate. There is a clear failure to separate the active tactical decisions commonly used in managing REITs from the decision to use REITs as part of a strategic real estate allocation. Hence listed real estate is "seen by as clients as equities rather than real estate, used as a cash pot, and holdings are tactical rather than strategic". Also:
"The REIT allocation is actively managed against an EPRA benchmark, comprising 7.5% of the fund, but it is there to create a real estate linked liquidity buffer, so why trade it? This is a problem to do with the culture of equity managers. In addition, the fund is a UK product, but our REIT team uses European REITs because that gives them more tactical choice and liquidity!"
and:
"There is no way of reducing our unlisted allocation when listed is cheap, so the allocations remain separate; and short term volatility has affected the returns badly. Our REIT manager aims to out-perform his REIT benchmark on a 6-12 month basis but this has little to do with our overall objective."
There is also a culture/training issue. One manager referred to the problems of constantly monitoring news flow and the consequent impact on REIT prices, which is not a skill required in the private real estate team. Another mentioned the problem of recruiting a specialist manager, not a real estate professional, to manage equities within the real estate team.
Finally, another manager mentioned potential conflicts of interest, for example when the direct real estate team works on a deal with a listed property company, one of the reasons why the listed real estate team is separated from the real estate group.
Selected comments include the following:
"Some investors perceive that adding real estate securities adds volatility to a direct real estate portfolio (which is not always the case). There is an education process to pursue..."
"Compliance and cost of regulation inhibit us."
"Listed real estate securities are more highly correlated with the equity market compared to direct real estate investments and offer therefore less diversification benefit."
"They are seen by as clients as equites rather than real estate. In addition they use it as a cash pot and holdings are tactical rather than strategic." The vast majority of those questioned use a separate REIT team which employs an active strategy or an inhouse REIT fund, despite the fact that one consultant urges the use of a passive policy (ETF trackers, for example) to capture long term value.
Most used global REITs to match a global property allocation, European real estate equities to match a European allocation and domestic securities to match a domestic real estate allocation, but a glaring exception to this is referred to above. One investor is now limited by size to European real estate securities, formerly using global when the listed real estate allocation was bigger.
Detailed findings: those that do not invest in or manage real estate stocks as part of the real estate allocation
In a number of cases the reasons given for not holding listed real estate was the result of a long history rather than a recent strategic review, and, although the case for accessing liquidity is strong, the issue of volatility as well as the timing differences of equity and direct property valuations is seen as a problem limiting the appetite for change. The vast majority of respondents cited history as the main reason for excluding listed real estate rather than a conscious review, although in one instance there was evidence that both had played a part. Replies were split equally between internal decisions on the one hand and external decisions (consultants and investors). At present there appears to be little or no perceived pressure from client investors for change, although new product development may lead to some demand to include listed real estate in the property portfolio, and one non-investor feels strongly that consultants and pension trustees need educating about listed real estate companies. One manager saw a likely increase in demand for indirect accounts, but this is unlikely for direct separate accounts. 
"Both. We do have the expertise to deal with listed real estate. However we have always believed that although their fundamental value is definitely linked to the real estate market, their short to medium term behaviour is very much linked to the equity market."

Conclusions and further work
For some European investors and managers, listed real estate is clearly part of the equity allocation. For others, there is some evidence that pension funds and consultants regard (or would like to regard) listed real estate as part of the real estate allocation. However, there is strong evidence to suggest that asset managers (with their greater experience of execution as well as a propensity for business unit separation) may not have developed a satisfactory integrated investment process.
We found that only eight of 56 interviewees, or 14% of our sample, claimed to have an internally integrated approach to the management of listed and direct/unlisted real estate. Behind this headline, we find another It is profoundly disappointing that 86% of our sample has failed to develop or recommend an integrated approach. As asset managers adjust and develop their product ranges to meet what might be a gently rising demand, they also need to solve the investment process problems of integrating listed and private real estate within one business and one portfolio, a facility which currently seems either elusive or absent. They also need to be able to show that the listed portfolio is being managed with an eye on the strategic objectives of the real estate allocation, and not on a standard solution that suits the objectives of the listed real estate team.
We need to know more about the relative weight and distribution of these positions among the pure investor community (pension funds) and the consultants, as managers are generally in business to respond to their needs. Unfortunately, we could not find strong evidence that investors want to use listed securities but are being disappointed by the industry response. We cannot estimate how much money would be allocated to the listed sector if managers had the appropriate investment solutions in place, but this could be a substantial amount.
Change is in the air. The key drivers of sentiment that we uncovered appear to be as follows.
Compliance and risk regulation currently inhibit access to listed real estate. Issues primarily connected with insider trading can limit the appeal of a private real estate manager to the securities markets. Changes to solvency and other investment management regulations could have positive or negative effects on the attractiveness of listed real estate as the relative importance of volatility risk and liquidity play out.
Globalisation is an apparently irreversible trend. While we may see more investors confining themselves to domestic (and private) real estate, the majority are likely to continue to seek exposure to global markets. While the lack of control afforded by a listed exposure is a real problem for many larger investors, access to global markets is probably a bigger factor. Coupling this factor with the much smaller lot sizes available through listed markets suggests a strong positive drive towards the listed sector.
Education and skills (or a lack thereof) currently inhibit the use of listed real estate. Traditional real estate teams are not familiar with the different performance characteristics of listed companies and how to use real estate market research to choose between listed securities and private assets.
There is clear confusion regarding the importance of volatility and the relevance of the investor's investment horizon. In theory, most institutional investors have a long term investing horizon, so the annual volatility of listed real estate securities (and their short term correlation with other equities) should not matter -but it does, because performance is reported annually. It is by no means clear that this problem will go away.
Finally, liquidity is another positive for listed real estate. The trend toward defined contribution pension funds form defined benefit schemes requires more liquid and daily priced assets, promoting listed real estate over its private equivalent.
On balance, the wind is behind the increased popularity and use of listed real estate as part of an investor's real estate allocation. Despite this support, one hill needs to be scaled and a second vague shape in the distance need to be clarified. First, education and skill development are badly needed. Second, a close eye needs to be kept on the continually unfolding regulatory environment and its somewhat subtle impact on this issue. 
